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When the Fed and the ECB go all-in

Since our last letter, there have been three developments. On the one hand, growth has tended to
hold up a little better than expected. On the other hand, inflation, despite our high expectations,
remains and continues to surprise upward. As a result, the tone of the central banks has tightened
considerably, especially for the two main ones, the ECB and the Fed.

The first consequence is regional disparity. The overall movement towards higher rates persists but is
becoming more disparate. While the Fed and the ECB are still very aggressive, many central banks,
especially in emerging countries, are slowing the uptrend. We are therefore witnessing the emergence
of divergence in monetary policy.

Second consequence, a permanently higher trajectory. The persistence of inflation also means that the
central banks will be patient next year before declaring victory. A rapid fall in inflation next year,
plausible in view of the large base effects, would not induce immediate easing of monetary policy. The
consequence is important for the curves since in this case the long rates should therefore be
established at a higher equilibrium level in a sustainable way.

Risk assets remain, risk premiums are clearly high, even very high in some cases. This is probably
excessive in view of our central scenario, a limited recession at the end of the year. There is therefore
an important pool of medium-term performance. The catalyst will, in all likelihood, be the “pivot” of
the Fed and ECB, a sign that inflation is finally on the downside and the monetary tightening is behind
us.

In the meantime, the feeling should nevertheless remain very cautious by this winter with an energy
crisis that can worsen, become much more serious and impact the growth profile much more. An
extreme scenario that is not our central scenario, but obviously plausible. Such a shock, as long as it is
not certain that it has been avoided, will weigh on investors' risk appetite and limit any marked
rebound.
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Three themes for the markets

1- Monetary policy

Fed and BCE are still on a very fast tightening pace. This raises the issue of the terminal rate, and therefore the
duration of the tightening.

The other question is whether the central banks will backtrack next year if inflation subsides. Given the shock
we’re going through, it’s unlikely.

2- Inflation

Once again, inflation surprised by its level and resilience on both sides of the Atlantic. While inflation is expected
to decline, the underlying trend remains too dynamic to be consistent with the central bank target.

In Europe, the trend will be towards 3 % by the end of next year, giving an average of more than 5 % over the
year as a whole.

3- Winter is coming

A sword of Damocles, the energy risk in Europe remains very worrying, even if it is not our central scenario.
A Russian gas shutdown and harsh winters could lead to a loss of 2-4% of European GDP.

This potential risk will continue to weigh on the markets until this winter.
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Key macroeconomic signposts

1- Activity
® The main source of concern at the macroeconomic level is the sharp decline in purchasing power
resulting from the surge in inflation since spring 2021.

® FEurope is more affected than the US, primarily because of a greater sensitivity of inflation to energy
prices but also because nominal wages have not risen in a similar way.

® |nthe US, tensions on the productive apparatus and on the labour market after the Biden recovery were
such that wages increased strongly (currently almost 7% or -1.7% excluding inflation). In the Eurozone,
there was no revival or similar tensions, nominal wages rose by 2.4% and real wages fell by nearly 6%.

®  This is also why many measures have been announced in Europe to limit the impact of rising energy
prices.

® The immediate consequence of this decline in purchasing power is the significant change in orders sent
to enterprises, both in the euro zone and in the US, while stocks have recovered. This is the reverse of
spring 2021. The pressures on activity are being reduced and should eventually translate into lower
nominal pressures and a reduction in labour market imbalances.
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® That’s what Jay Powell, the head of the US central bank, wants. The Fed will continue to raise rates in
order to keep activity below trend and reduce labour market and wage pressures. The aim is to limit the
persistence of inflation, which mainly involves wages.

® This translates into lower production expectations. We have here the ingredients of a likely recession in
the developed countries at the turn of the years 2022-2023.
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2- Inflation and budgetary policy

® The acceleration of inflation has been marked since spring 2021. The price rise is now close to the 8-
10% segment. France is an exception. This reflects the early introduction of the energy shield. Japan is
also on a particular trajectory. This is a result of Japan’s structurally low inflation rate, observed well
before the energy crisis. This also reflects the government’s constraints on certain prices, including
mobile subscriptions, whose impact has been dramatic since spring 2021.

® |nthe short term, we see that the price of raw materials is falling. We see it in the price of oil. The 2022
price is close to the 2021 price. This will significantly reduce its contribution to inflation. We can also
see it on the price of industrial metals, whose price in dollars is now below that of 2021.

®  Prices paid in manufacturing tend to go down. That’s what the US price index shows. This indicator is
now below the average seen in the previous cycle. This is a major change.

®  Such a situation is not observable in Europe because of the very strong tensions on the price of energy,
mainly the price of gas and electricity, much less marked in the US. The equivalent chart in the Eurozone
is much less in decline and companies are still experiencing significant upward pressures. This is why
discussions are intensifying on a change in the rules in force in the setting of electricity prices.

® Demand is slowing and commodity prices are slowing. This is a good signal for a future reduction in
inflation. In the United States, there remain the tensions on wages that the Fed wants to fight and in
Europe the tensions on the price of energy that the European Commission is attacking. In both cases,
the objective is to limit the persistence of inflation over time in order to reduce its cost.

s EUrozone March-April 2021
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Monetary policy: Central banks determined to fight inflation

1- Fed: restrictive policy for a while

The Fed is raising its key rates sharply to quickly bring them back into restrictive territory to combat "way too
high" inflation and a tight labor market. The Fed should thus raise its rates for the third consecutive time by 75
bp, on September 21, to bring the Fed funds range to [3%-3.25%] and continue to raise them between now and
the end of the year to a slightly more moderate pace. During the Jackson Hole speech, Jerome Powell made it
clear that to contain inflation expectations, the Fed was going to maintain a restrictive policy for some time at
the risk of weighing on growth. It will also accelerate the reduction in the size of its balance sheet. We anticipate
rate hikes of 75bp, 50bp and then 25bp by the end of 2022.
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2- ECB: again +75bp in October?

The ECB raised rates by 75bp on September 8, after +50bp in July, and expects to continue raising them in future
meetings due to "far too strong" inflation expected to remain above the 2% target for an extended period. While
the growth outlook has been revised downwards, the inflation outlook has been revised sharply upwards with,
in particular, an expected inflation rate of 2.3% in 2024, against 2.1% expected in June. With the deposit rate
now at 0.75%, the ECB has abandoned the tiering mechanism on bank reserves. It also temporarily suspended
the 0% cap on government deposit remuneration. The size of the balance sheet remains unchanged with
continued reinvestments under the APP and flexibly for the PEPP. We anticipate a deposit rate of 1.75% at the
end of 2022. Discussions regarding a possible reduction in the size of the balance sheet via lower reinvestments
concerning the APP could start in October.
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STRATEGIC VIEWS

Synthetic market views: the end of a trend?

After the violent rate movement we have experienced, it seems to us that a very large part of the cycle of rate
hikes is now anticipated by the markets. As such, the long part of the curve should not rise very sharply. We
neutralize the majority of our positions with a slightly negative view.

Similarly, the recent sharp drop in inflation breakeven points on the short end of the curve, especially in the
United States, encourages us to take minor bets on linkers that present a smaller opportunity.

As a result, several heavy trends in rates are fading.

Allocation recommendations: the unknown

While valuations as a whole are attractive, especially in light of our limited recession scenario, the prospect of a
much darker trajectory should keep pressure on risk premiums.

However, some asset classes seem attractive. We are constructive on the HY which will be supported by technical
factors. Similarly on emerging markets, we are already seeing a compression of spreads on certain names that
were heavily penalized.

Strategic views : asset classes

1- G4 rates

e At Jackson Hole, the Fed talked tough on inflation, so that a 75bp move on Sept. 21 is fully priced in by
markets. Fed funds should reach 4% in coming quarters and gradually raise the floor for long-term rates.

e The ECB hiked rates by 75 bps in September and expects further hikes in the near future. The shortage
of collateral weighed on Bund yields, but high inflation and the resilience of growth argue for higher
bond yields.

e The BoE is projecting double-digit inflation and will continue to tighten, notably by selling Gilts. A short
position is justified. The Bol is still resisting market pressure to change its monetary policy.

2- Other sovereigns

¢ Inaddition to the interest rate policy, the TPl and the flexibility offered by the reinvestments of the PEPP
made it possible to control sovereign spreads. Italian political risk does not seem to be integrated and
militates for an underweighting of construction and public works.

e The spreads on the core countries show some stability which argues for a neutral position vis-a-vis the
risk-free Bund benchmark.

e The trend reversal on rates since August has become widespread in the G10 where central banks are
fighting inflation. Swiss and Swedish rates are most underweighted.

3- Inflation

e Inflation (8..3% in August) is slowing in the United States thanks to energy, but underlying inflation
remains sustained (>6%). The Fed's offensive tone is nevertheless weighing on inflation breakevens.
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e Inthe euro zone, inflation exceeds 9%. Monetary tightening and the desire to control electricity prices
have however reduced inflation expectations. Current dead spots are good entry points.

e Inthe UK, the new government will seek to limit the impact of energy. Double-digit inflation is priced in
by the markets. We favor neutrality.

4- Crédit

e The credit market offers attractive valuations, but the caution of investors and the competition from
higher sovereign bond yields point to further widening in spreads.

e The primary market activity heated up in mid-August. New issue premiums are very high. The outflows
from credit funds and the end of CSPP purchases since July have created an unfavorable backdrop for
credit spreads.

e Volatility on high yield is considerable, the crossover oscillates wildly between 500 and 600 bp. The
primary market remains closed and risk appetite is uncertain. Spreads should nevertheless tighten from
high levels.

5- Stock market

e  Slowing growth is not preventing resilience in profit margins. Earnings revisions remain mostly positive
in Europe despite the caution of companies and equity investors.

e Valuation multiples are low (11.8x at 12 months) below their long-term average but the median or
cyclically adjusted PE is higher. The expected dividend yield is elevated at 3.8%. US investors continue
to sell European stock markets.

o Markets are jolted by monetary tightening, the energy crisis and resilient earnings. The low implied
volatility is somewhat paradoxical. We forecast Euro Stoxx 50 to be around 3,600 at the end of the year.

6- Emerging

e The EMBIGD spread has tightened well below 500 bp against Treasuries. Attractive valuations have
enabled an improvement in EM fund inflows into the asset class. We are shifting the expected spread
range down to between 460 and 530 bps.

e  Fund outflows have eased somewhat, and primary market activity remains low, but market liquidity is
improving at the margin. High yield commands a very high premium against the IG.

e The countries in difficulty are supported by the IMF and the WB, so that the credit metrics are
maintained. We expect the gap between EM HY and EM IG spreads to narrow.
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Market views

Forecast Forecast
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Ostrum Asset Management

Asset management company regulated by AMF under n° GP-18000014 — Limited company with a share capital of 48 518 602 €.
Trade register n°525 192 753 Paris — VAT: FR 93 525 192 753 — Registered Office: 43, avenue Pierre Mendés-France, 75013 Paris
— Www.ostrum.com

This document is intended for professional, in accordance with MIFID. It may not be used for any purpose other than that for which it
was conceived and may not be copied, distributed or communicated to third parties, in part or in whole, without the prior written
authorization of Ostrum Asset Management.

None of the information contained in this document should be interpreted as having any contractual value. This document is produced
purely for the purposes of providing indicative information. This document consists of a presentation created and prepared by Ostrum
Asset Management based on sources it considers to be reliable.

Ostrum Asset Management reserves the right to modify the information presented in this document at any time without notice, which
under no circumstances constitutes a commitment from Ostrum Asset Management.

The analyses and opinions referenced herein represent the subjective views of the author(s) as referenced, are as of the date shown
and are subject to change without prior notice. There can be no assurance that developments will transpire as may be forecasted in
this material. This simulation was carried out for indicative purposes, on the basis of hypothetical investments, and does not constitute
a contractual agreement from the part of Ostrum Asset Management.

Ostrum Asset Management will not be held responsible for any decision taken or not taken on the basis of the information contained
in this document, nor in the use that a third party might make of the information. Figures mentioned refer to previous years. Past
performance does not guarantee future results. Any reference to a ranking, a rating or an award provides no guarantee for future
performance and is not constant over time. Reference to a ranking and/or an award does not indicate the future performance of the
UCITS/AIF or the fund manager.

Under Ostrum Asset Management's social responsibility policy, and in accordance with the treaties signed by the French government,
the funds directly managed by Ostrum Asset Management do not invest in any company that manufactures, sells or stocks anti-
personnel mines and cluster bombs.

Natixis Investment Managers

This material has been provided for information purposes only to investment service providers or other Professional Clients, Qualified
or Institutional Investors and, when required by local regulation, only at their written request. This material must not be used with
Retail Investors.

To obtain a summary of investor rights in the official language of your jurisdiction, please consult the legal documentation section of
the website (im.natixis.com/intl/intl-fund-documents)

In the E.U.: Provided by Natixis Investment Managers International or one of its branch offices listed below. Natixis Investment
Managers International is a portfolio management company authorized by the Autorité des Marchés Financiers (French Financial
Markets Authority - AMF) under no. GP 90-009, and a public limited company (société anonyme) registered in the Paris Trade and
Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendés France, 75013 Paris. ltaly: Natixis
Investment Managers International Succursale Italiana, Registered office: Via San Clemente 1, 20122 Milan, Italy. Netherlands:
Natixis Investment Managers International, Nederlands (Registration number 000050438298). Registered office: Stadsplateau 7,
3521AZ Utrecht, the Netherlands. Spain: Natixis Investment Managers International S.A., Sucursal en Espafa, Serrano n°90, 6th
Floor, 28006 Madrid, Spain. Sweden: Natixis Investment Managers International, Nordics Filial (Registration number 516412-8372-
Swedish Companies Registration Office). Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Or,

Provided by Natixis Investment Managers S.A. or one of its branch offices listed below. Natixis Investment Managers S.A. is a
Luxembourg management company that is authorized by the Commission de Surveillance du Secteur Financier and is incorporated
under Luxembourg laws and registered under n. B 115843. Registered office of Natixis Investment Managers S.A.: 2, rue Jean
Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Germany: Natixis Investment Managers S.A., Zweigniederlassung
Deutschland (Registration number: HRB 88541). Registered office: Senckenberganlage 21, 60325 Frankfurt am Main. Belgium:
Natixis Investment Managers S.A., Belgian Branch, Gare Maritime, Rue Picard 7, Bte 100, 1000 Bruxelles, Belgium.

In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sarl, Rue du Vieux Collége 10,
1204 Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Zdrich.

In the British Isles: Provided by Natixis Investment Managers UK Limited which is authorised and regulated by the UK Financial
Conduct Authority (register no. 190258) - registered office: Natixis Investment Managers UK Limited, One Carter Lane, London, EC4V
5ER. When permitted, the distribution of this material is intended to be made to persons as described as follows: in the United
Kingdom: this material is intended to be communicated to and/or directed at investment professionals and professional investors only;
in Ireland: this material is intended to be communicated to and/or directed at professional investors only; in Guernsey: this material
is intended to be communicated to and/or directed at only financial services providers which hold a license from the Guernsey
Financial Services Commission; in Jersey: this material is intended to be communicated to and/or directed at professional investors
only; in the Isle of Man: this material is intended to be communicated to and/or directed at only financial services providers which hold
a license from the Isle of Man Financial Services Authority or insurers authorised under section 8 of the Insurance Act 2008.

In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) which is
regulated by the DFSA. Related financial products or services are only available to persons who have sufficient financial experience
and understanding to participate in financial markets within the DIFC, and qualify as Professional Clients or Market Counterparties
as defined by the DFSA. No other Person should act upon this material. Registered office: Unit L10-02, Level 10 ,ICD Brookfield
Place, DIFC, PO Box 506752, Dubai, United Arab Emirates

In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities Investment
Consulting Enterprise regulated by the Financial Supervisory Commission of the R.O.C. Registered address: 34F., No. 68, Sec. 5,
Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiwan (R.O.C.), license number 2020 FSC SICE No. 025, Tel. +886 2 8789
2788.
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In Singapore: Provided by Natixis Investment Managers Singapore Limited (company registration no. 199801044D) to distributors
and qualified investors for information purpose only.

In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to professional investors for information purpose only.

In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and is intended
for the general information of financial advisers and wholesale clients only.

In New Zealand: This document is intended for the general information of New Zealand wholesale investors only and does not
constitute financial advice. This is not a regulated offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and is
only available to New Zealand investors who have certified that they meet the requirements in the FMCA for wholesale investors.
Natixis Investment Managers Australia Pty Limited is not a registered financial service provider in New Zealand.

In Colombia: Provided by Natixis Investment Managers International Oficina de Representacién (Colombia) to professional clients for
informational purposes only as permitted under Decree 2555 of 2010. Any products, services or investments referred to herein are
rendered exclusively outside of Colombia. This material does not constitute a public offering in Colombia and is addressed to less
than 100 specifically identified investors.

In Latin America: Provided by Natixis Investment Managers International.

In Chile: Esta oferta privada se inicia el dia de la fecha de la presente comunicacion. La presente oferta se acoge a la Norma de
Carécter General N° 336 de la Superintendencia de Valores y Seguros de Chile. La presente oferta versa sobre valores no inscritos
en el Registro de Valores o en el Registro de Valores Extranjeros que lleva la Superintendencia de Valores y Seguros, por lo que los
valores sobre los cuales ésta versa, no estan sujetos a su fiscalizacion. Que por tratarse de valores no inscritos, no existe la
obligacion por parte del emisor de entregar en Chile informacion publica respecto de estos valores. Estos valores no podran ser
objeto de oferta publica mientras no sean inscritos en el Registro de Valores correspondiente.

In Mexico: Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated financial entity, securities intermediary, or an
investment manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores) and is not registered with the
Comision Nacional Bancaria y de Valores (CNBV) or any other Mexican authority. Any products, services or investments referred to
herein that require authorization or license are rendered exclusively outside of Mexico. While shares of certain ETFs may be listed in
the Sistema Internacional de Cotizaciones (SIC), such listing does not represent a public offering of securities in Mexico, and therefore
the accuracy of this information has not been confirmed by the CNBV. Natixis Investment Managers is an entity organized under the
laws of France and is not authorized by or registered with the CNBV or any other Mexican authority. Any reference contained herein
to “Investment Managers” is made to Natixis Investment Managers and/or any of its investment management subsidiaries, which are
also not authorized by or registered with the CNBV or any other Mexican authority.

In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered investment advisor, authorised and supervised
by the Central Bank of Uruguay. Office: San Lucar 1491, Montevideo, Uruguay, CP 11500. The sale or offer of any units of a fund
qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627.

In Brazil: Provided to a specific identified investment professional for information purposes only by Natixis Investment Managers
International. This communication cannot be distributed other than to the identified addressee. Further, this communication should
not be construed as a public offer of any securities or any related financial instruments. Natixis Investment Managers International is
a portfolio management company authorized by the Autorité des Marchés Financiers (French Financial Markets Authority - AMF)
under no. GP 90-009, and a public limited company (société anonyme) registered in the Paris Trade and Companies Register under
no. 329 450 738. Registered office: 43 avenue Pierre Mendées France, 75013 Paris.

The above referenced entities are business development units of Natixis Investment Managers, the holding company of a diverse
line-up of specialised investment management and distribution entities worldwide. The investment management subsidiaries of
Natixis Investment Managers conduct any regulated activities only in and from the jurisdictions in which they are licensed or
authorised. Their services and the products they manage are not available to all investors in all jurisdictions. It is the responsibility of
each investment service provider to ensure that the offering or sale of fund shares or third party investment services to its clients
complies with the relevant national law.

The provision of this material and/or reference to specific securities, sectors, or markets within this material does not constitute
investment advice, or a recommendation or an offer to buy or to sell any security, or an offer of any regulated financial activity.
Investors should consider the investment objectives, risks and expenses of any investment carefully before investing. The analyses,
opinions, and certain of the investment themes and processes referenced herein represent the views of the portfolio manager(s) as
of the date indicated. These, as well as the portfolio holdings and characteristics shown, are subject to change. There can be no
assurance that developments will transpire as may be forecasted in this material. The analyses and opinions expressed by external
third parties are independent and does not necessarily reflect those of Natixis Investment Managers. Although Natixis Investment
Managers believes the information provided in this material to be reliable, including that from third party sources, it does not guarantee
the accuracy, adequacy, or completeness of such information. May not be redistributed, published, or reproduced, in whole or in part.
Amounts shown are expressed in USD unless otherwise indicated.

Natixis Investment Managers may decide to terminate its marketing arrangements for this fund in accordance with the relevant
legislation
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